Proposed Part Y Rules

serving areas of one or more local exchange camrier wire centers which has
satisfled the competiive crilerion as set forth in § Y.101(f) or ().

(ddd) "WATS Access Line" means a line or trunk that is used exclusively for
WATS service.

(eee) Wire Center. Denotes a bullding in which one or more central offices, used
for the provision of telephone exchange services, are located.
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§ Y.101
(a)

(b)

(c)

(d)

(e)

)

Subpart B - Market Area Classification

Market Area Classification

Each local sxchange carier shall establish market areas no later than
[date]. A market area is a gesgraphical area designated by a local
exchange carier which is compised of the serving areas of one or more
wire centers. There are three types of market areas: initial Market Area

(IMA), Traneitional Market Area (TMA), Competitive Market Area (CMA)

Local exchange camriers will assign each wire center to an IMA, TMA, or
CMA. Wire centers to be assigned to a TMA must meet the criteria set
forth in (f) or (h). Wire centers 10 be designated as CMAs must meet the
criteria set forth in (g) or (h).

Each of the wire centers within a density pricing zone within a study area,
established prior to [date], will be assigned to an IMA, except as specified

In ().

(1) Zone(1) wire centers will be assigned to IMA(1), Zone(2) wire centers
will be assigned to IMA(2), and so on.

(2) Al wire centers within a zone which have been designated as a
CMA, or as part of a TMA, will not be included in an IMA.

If a local exchange carrier has not established density pricing zones within
a study area prior to [date], then the wire centers within the study area will
be assigned to an IMA(1), except as specified in (c)(2).

If a local exchange carmvier has not established density pricing zones within
a study area prior to [date], then that carrier may establish a reasonable
number of additional IMAs within that study area at any subsequent time,
provided that at least one wire center in the shudy area meets the criteria
specified In (f) or (g) or (I). Such additional IMAs shall be designed to
reasonably reflect cost related characteristics, such as the density of total
interstate traffic in wire centers iocated in the respective IMAs.

For each IMA, a local exchange camier may establish one corresponding
TMA. A local exchange carrier may, at any time, assign any wire center
from an IMA to its comesponding TMA, I the iocal exchange carier
demonstrates that a service substitutable for interstate access service is
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(9)

(h)

()

(k)

avallabie from an akkemate provider within the wire center serving area. For
exampie, a demonstration that expanded interconnection has been provided
to at least one customer in the wire center shall be sufficient to meet this
criterion.

A local exchange carrier may, at any time, designate any wire center as a
CMA. Each CMA shall include ene wive center. More than one CMA may
be established within a study area. A CMA may be established ¥ the local
exchange carrier demonstrates each of the following:

(1) That customers within the serving area of the wire center
representing at least 26% of the demand for the local exchange
caier's interstate access sewices, or 20% of the total market
demand for interstate accees services within that area have avallable
o them an altemative source of supply, and;

(2) Thatcustomers in the serving area of the wire center whose demand
represents at least 26% of the total demand within that area for the
local exchange camier's isretate access services, or a single
customer whose demand represents at least 16% of that total,
actively seek(s) to reduce the cost of their access services through
the solication of bids, use of private networks, or construction of
their own facillties.

A local exchange camier may designate a wire center as a CMA, and satisfy
the criteria set forth in (g), with reepect to all interstate access services
within the wire center serving area. Allematively, at the option of the local
exchange carrier, k may designete a wire center as a CMA, and satisly the
criteria set forth in (g), with respect o the services within an individual

access category or basket, such as Transport or Switching.

A non-Tier 1 local exchange carrier may assign a wire center to a TMA ¥
it demoneirates that the serving area of such wire center is adjacent to a
Tier 1 wire conter serving area fhat has been assigned to a TMA. A non-
Tier 1 local exchange camrier may designate & wire cenler as a CMA K ik
demonelrates that the serving area of such wire center s adjacent to a Tier
1 wive center serving area that has been designated as a CMA.

Market area classifications do not apply to public policy elements, as
defined in Part Z.

Local exchange carriers will establish market areas, and assign wire centers
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§ ¥.102

(a)

(b)

to market areas, through tariif revisions flled pursuant to Part 61.

Market Area Pricing

Local exchange carriers may establish rates, terms, or conditions for access
services that differ from one market area to another.

(1)  An access service component shall be deemed to be offered in the
market area that contains the wire center from which the service is

provided.

(2) If the end points of an acoess service component are in diferent
market areas belonging to-the same local exchange carrier, then the
charge for that component will be the lowest of the market areas’

rates.

A local exchange carrier may provide any interstate access service under
contract-based tariffs within a CMA, as specified in § 61.40(b) and (c). A
local exchange camrier may offer any interstate access service under
contract-based tariifs within a TMA, pursuant to § 61.40(e), in response to
a request for proposal (RFP) from a customer.
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Subpart C - Price Cap Rules

§ Y.201 Price cap requirements generally.’

(a) Sections 8+44 Y.201 through 6440 Y.207 shall apply as follows:

(1)  To such local exchange carriers, as specified by Commission order,
and to all local exchange carriers, other than average schedule
companies, that are affiliated with such carriers; and

(2) On an elective basis, to local exchange carriers, other than those
specified in paragraph (a)(1), that are neither participants in any
Association tariff, nor affilisted with any such participants, except that
affiliation with average schedule companies shall not bar a carrier
from electing price cap regulation provided the carrier is otherwise

eligible.

(b) If a ielephene-company local exchange carrier, or any one of a group of
affiliated telephone-companios lecal exchange camiers, files a price cap
tariff in one study area, that telephone-company local exchange camer and
its affiliates, except its average schedule affiliates, must file price cap tariffs

in all their study areas.

(c)  The following rules apply to-telephorne-companies local exchange carmriers
subject to price cap regulation-as-that-term-ie-defined-in-§-84-3(w); which

are invoived in mergers, acquisitions, or similar transactions.

(1)  Any-telephone-company local exchange camiler subject to price cap
regulation that is a party to a merger, acquisition, or similar
transaction shall continue to be subject to price cap regulation
notwithstanding such transaction.

(2) Wnere a {elephore-company local exchange carrier subject to price
cap regulation acquires, is acquired by, merges with, or otherwise
becomes affiliated with a telephone-company local exchange camler
that is not subject to price cap regulation, the latter telephore
company local exchange camler shall become subject to price cap
regulation no later than one year following the effective date of such
merger, acquisition, or similar transaction and shall accordingly file

3

Moved from 61.41
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price cap tariffs to be effective no later than the date in accordance
with the applicable provisions of this Part 61.

(3) Notwithstanding the provisions of §-6+-44(c)(2) above, when a
tolophone—company focal exchange carmier subject to price cap
reguiation acquires, is acquired by, merges with, or otherwise
becomes affiliated with a lelephone-company local exchange canier
that qualifies as an "average schedule” company, the latter company
may retain its "average schedule' status or become subject to price
cap regulation in accordance with § 68-3 61.44(i)(3) and the
requirements referenced in that section.

(d)  Local exchange carriers that become subject to price cap regulation as-that
term-ic-defined-in-§-613(w) shall not be eligible to withdraw from such

regulation.

§ Y.202 Price cap baskets and service [market area] categories.*

(a) Each local exchange carrier subject to price cap regulation shall establish
baskets as follows:

(1) A Transport basket which includes all rate elements for services
reiated to the transmiseion of telecommunications signais between
local exchange carrier locations, or between such locations and
customer premises. Functions for which charges In this basket may
be assessed inciude all interofiice transport, regardiess of whether
the transport faclily is associated with a switching function; all
facillles provided under intersiate access tariffs between the local
serving office and a customers premises; and any features
associated with transport such as line condiioning. For price
management purposes, the interconnection Charge public policy
element, as specified in § Z.108, shall be inchuded In the Transport
basket No other public policy elements shall be included in the
Transport basket.

(2) A Switching basket which includes all rate elements for services
related to the processing of telecommunications signails at local
exchange camier locations, except for public policy elements.
Functions for which charges in this basket may be assessed include

4

Moved from 61.42
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switching, data base funetions, signalling functions, measurement

functions, operator and directory assistance functions, and other
appropriate features and functions.

(3) A Public Policy basket which includes the following elements

mandated by the Commission for the purpose of promoting public
policy objectives as set forth in Part Z:

(U] End User Common Line charges
()  Special Access Surcharge
(W) Carrier Common Line charges

(4) An Other basket which includes rate elements for any access
services, subject to price cap regulation, that are not contained In the
Transport or Switching baskets and are not public polficy elements.

(b) Within the following price cap baskets, market area categories shall be
established as follows:

(1) In the Transport basket:
()] IMA market area categories will be established as follows:
(A) Digital Markst Area Category IMA(N) - contains rate
slements in the transport basket associated with digital

transport services from all IMA(N)s where (N) is a
range from one to the maximum number of IMAs
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(2)

(3)

W

established In any study area. For example, Digitai
Market Area Catagory IMA(1) contains IMA(1) digital
transport service rate elements from all study areas.

(B) Non-Digital Market Area Category IMA(N) - contains
rate elements in the transport basket associated with

non-digital transport services from all IMA(N)s where
(N) is a range from one to the maximum number of

IMAs ostablished In any study area. For example,
Non-Digital Merieet Area Category IMA(1) contains
IMA(1) non-dighal transport service rate elements from
all study areas.

One TMA market area category will be established for all
TMA rate eslements in the Transport basket.

Iin the Switching basket:

(U]

L)

IMA market area categories will be established as follows:

Market Area Category IMA(N) - contains rats elements
assigned to the Swiiching basket from all IMA(N)s where (N)
is a range from one 0 the maximum number of IMAs
established in any study area. For example, Market Area
Category IMA(1) contains IMA(1) switching rate elements from

all study areas.

One TMA market area category will be established for all
TMA rate elements assigned to the Switching basket.

In the Other basket:

U

L)

IMA market area categories will be established as follows:

Market Area Category IMA(N) - contains rate elements
assigned to the Other basket from all IMA(N)s where (N) is a
range from one to the maximum number of IMAs established
in any study area. For example, Market Area Category
IMA(1) contains IMA(1) other rate elements from all study
areas.

One TMA market area category wil be established for all
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TMA rate elements assigned to the Other basket.
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(fc)

(gd)

(e)

§ Y.203

(a)

(b)

Each local exchange carrier subject to price cap regulation shall exclude
from its price cap baskets such services or portions of such services as the
Commission has designated or may hereafter designate by order, including
but not imied to:

(1) Special Construction Services;
(2) Individual Case Basis Charges;
(3) Public Packet services;

(4)  Services offered in CMAS;

(§) Contract-based tarifs.

New services, other than those within the scope of paragraphs (c) and-(f
of this section, must be included in the affected basket and market area
categories, as appropriate, at the first annual price cap tariff filing following
complotlon of the base period in whnch thoy are ntroducad Ic-tho-ﬂmm

Local exchange carriers may introduce rate elements for access services
as appropriate.

Adjustments to the PCI for loca! exchange carriers’

Local exchange carriers subject to price cap regulation shall file
adjustments to the PCI| for each basket as part of the annual price cap tariff
fiing, and shall maintain updated PCis to reflect the effect of mid-year
exogenous cost changes.

Subject to paragraph (e) of this section, Aadjustments to local exchange
carner PCI: for the Tumpoﬂ. M\g and Oﬂnr baakets doeognded—m

Moved from 61.45
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made pursuant to the following formula:

PCl, = PCL, [1 + WGNP-P! - X) + sZ/R]

where

GNP-PI =

\"E

PCl =

PCI, =

the percentage change in the GNP-PI between
the quarter ending six months prior to the
effective date of the new annual tarlif and the
comesponding quarter of the previous year,

a preducivity factor for the Traneport and
Switching basket of 3.3% or 4.3%, ¥ the camler

90 olects; or a productivity factor for the other
basket of 3.0% or 4.0%, I the camler 30 elects.

the dollar effect of current regulatory changes
when compared to the regulations in effect at
the me the PCl was updated to PCl,,
measured at base period level of operations,
base period quantiies for each rate element 'T",
mulliplied by the price for each rate element 'T"
at the time the PCI was updated to PCI,,,

R + aZ, all divided by R,

the new PCI value, and

the immediately preceding PCI value.

(c) Subject to paragraph (eg) of this section, adjustments to the local exchange
carrier PCls for the Public Policy basket desigrated-in-§-8+-42(d)(4 shall
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be made pursuant to the following formuia:

(d)

PCl, = PCI,[1 + W[(GNP-P! - X - (g/2))/(1 + (g/2))] + aZ/R]

where

GNP-Pl=

w=
PCl, =
PCl,,=

the percentage change in the GNP-P| between
the quarter ending six months prior to the
effective date of the new annual tariff and the
corresponding quarter of the previous year,

productivity factor of 3.3%, or 4.3% if the carrier
S0 elects,

the ratio of minutes of use per access line
during the base period, to minutes of use per
access line during the previous base period,
minus 1,

the dollar effect of current regulatory changes
when compared to the regulations in effect at
the time the PClI was updated to PCl,,
measured at base period ievei of operations,

base period quantities for each rate element "i",
multiplied by the price for each rate element "i"
at the time the PC| was updated to PCl,,,

R + aZ, all divided by R,

the new PCl value, and

the immediately preceding PCI value.

The exogenous cost changes represented by the term "aZ" in the formulas
detailed in paragraphs (b) and (c), shall be limited to those cost changes
that the Commission shall permit or require.

(1)  Subject to further order of the Commission, those exogenous
changes shall include cost changes caused by:

) the completion of the amortization of depreciation reserve
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deficiencies;

(i)  such changes in the Uniform System of Accounts as the
Commission shall permit or require; and

(i) changes in the Separations Manual;

(iv) changes to the ievel of obligation associated with the Long

Term Support Fund and—the—Transitional—Suppert—Fund
described in § 68-612 Z.109;

(v) the reallocation of investment from reguiated to nonregulated
activities pursuant to § 64.901,

(vi)  such tax law changes and other extraordinary exogenous cost
changes as the Commission shall permit or require, and

(viiivil) inside wire amortizations.

(32) Local exchange carriers specified-in-§-81-4Ha)2)-or-(8)(3) subject
to price cap regulaion shall, in their annual access tariff filing,
recognize all exogenous cost changes attributable to modifications
during the coming tariff year in the obligations specified in
§8-1-48(d)iv) Y.203(gN1XWV) as well as those changes attributable
to alterations in their Subscriber Plant Factor and the Dial Equipment
Minutes factor, and compietions of inside wire amortizations and
reserve deficiency amortizations.
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(e)

(ef)

(fg)

(gh)

(k)

§ Y.204

(a)

(43) Exogenous cost changes shall be apportioned on a cost-causative
basis between price cap services as a group, and excluded services
as a group. Exogenous cost changes thus attributed to price cap
services shall be further apportioned on a cost-causative basis
among the price cap baskets.

The "W(GNP-PI - X)" component of the PC| formula contained in (b) shall
be empiloyed only in the adjustment made in connection with the annual
price cap filing.

The "W{(GNP-PI - X - (9/2))/(1 + (9/2))]" component of the PC| formula
contained in paragraph (c) shall be employed only in the adjustment made

in connection with the annual price cap filing.

The exogenous costs caused by new services subject to price cap
regulation must be included in the appropriate PCl calculations under
paragraph (b) and (c) of this section beginning at the first annual price cap
tariff filing following completion of the base period in which they are
introduced.

in the event that a price cap tariff becomes effective, which tariff results in
an API| value (caiculated pursuant to § 6448 Y.204) that exceeds the
currently applicable PCl value, the PC| value shall be adjusted upward to

equal the AP! value.

To the extent a local exchange carrier elects the higher productivity factor,
the election must be made in all baskets.

Adjustments to the API [for local exchange camiers).®

Exocopt-as-provided-in-paragraphe-(d)-and-(e)-of-this-seetion— In connection

with any price cap tanff filing proposing rate changes in the Transport,
Switching, Public Policy and Other baskets, the carrier must caiculate an
API for each affected basket pursuant to the following methodology:

AR =ARL_ B (P I

APl = API, [, ((dXp)) | X, ((dXp,.))]

Moved from 61.46
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where
AP|, = the proposed API value;
APl = the existing API value,
p, = the proposed price for rate element "i"
Py = the existing price for rate element "i"

(b)

(c)

d= the base period demand for rate element ‘T

New services subject to price cap regulation must be included in the
appropriate AP!| caiculations under paragraph (a) of this section beginning
at the first annual price cap tariff filing following completion of the base
period in which they are introduced. This index adjustment requires that the
demand for the new service during the base period must be included ir

determining-the-weights-used in calculating the API.

Any price cap tanff filing proposing rate restructuring shall require an
adjustment to the AP! pursuant to the general methodology described in
paragraph (a) of this section. This adjustment requires the conversion of
existing rates into rates of equivalent value under the proposed structure,
and then the comparison of the existing rates that have been converted to
reflect restructuring to the proposed restructured rates. This calculation
may require use of carrier data and estimation techniques to assign
customers of the preexisting service to those services (including the new
restructured service) that will remain or become available after restructuring.
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where
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§ Y.205

(a)

(b)

Adjustments to the $8! [MABI]; pricing bands [for local exchange carmiers).’
In connection with any price cap tariff filing proposing changes in the rates
of service market area categories, the carrier must calculate an $8{ MABI

value for each affected service market area category pursuant to the
following methodology:

S8 =881, vl
MABI, = MABI, (X, ((d)Xp)) / Z, ((dXp, )]
where

SMABI, = the proposed SMABI vaiue,

SMABI,, = the existing SMABI value,
p = the proposed price for rate element "i"
Py = the existing price for rate element "i"

d= the base period demand for rate element 'T"

New services that are added to existing service mariket area categories
must be included in the appropriate S8 MABI caiculations under paragraph
(a) of this section beginning at the first annual price cap tariff filing following
compietion of the base period in which they are introduced. This index
adjustment requires that the demand for the new service during the base

period must be included in-determining-the-weights-used in caiculating the
S8 MABI.

7

Moved from 61.47
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(de)

(d)

Any price cap tariff filing propoeing rate restructuring shall require an
adjustment to the affected $8i MAIN pursuant to the general methodology
described in paragraph (a) of this section. This adjustment requires the
conversion of existing rates in the rate element group into rates of
equivalent vaiue under the proposed structure, and then the comparison
of the existing rates that have been converted to reflect restructuring to the
proposed restructured rates. This caiculation may require use of carrier
data and estimation techniques to assign customers of the preexisting
service to those services (including the new restructured service) that will
remain or become available after restructuring.

(21) Netwithsianding-paragraph-(e)(4)-of-thie-section-t tThe upper pricing

(32)

band for IMA market area categeries the-tandem-switched-transpert;
and-eervice-categories shall limit the annual upward pricing flexibility
for-ihis-service-category; as reflected in its each SBi: MABI to fivetwe

percent, relative to the percentage change in the PCI for eachthe
traffic-ssnsitive-switohed-imersiate-a00068 basket, measured from
the last day of the preceding tariff year. The lower pricing band for
IMA market area categories

oategery shall limit the annual downward pricing flexibility for-thie
sePvige—category, as reflected in-ite—8BI each MABI, to tenfive
percent, relative to the percentage change in the PC| for eachthe
raffic-sensitive—switched-inlersiate-access-basket, measured from
the last day of the preceding tariff year.

Netwithstanding-paragraph-{@)(4)-of this-section; tThe upper pricing
band for TMA market area categories the-interconnection-charge
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SOFvies Gategery/—serviges shall limit the annual upward pricing
flexibility for-this-servies-category as reflected in ite SBi's each MABI,
to fivezere percent, relative to the percentage change in the PCI for
esachtheiraffic sensitive-owitehed-interstate-access basket, measured
from the last day of the preceding tariff year. The lower pricing band
for TMA markst area categories shall imit the annual downward
pricing flexibility as reflected in each MABI to fiteen percent, relative
to the percentage change in the PC| for each basket, measured from
the last day of the preceding tarif year. There-shall-be-ne-lower
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§ Y.206 Tnn.llo? ruies for price cap formula caiculations [for local exchange
camiers].

(2) Carriers electing price cap regulation under Section 8+4H+a}3)
Y.201(a)(2) in a year after 1991 shall file initial price cap tariffs not
later than April 2 of the year of election, to be effective on July 1 of
the year of election. Each PCl, APl, and $8i MAB! shall be
assigned an initial value prior to adjustment of 100, corresponding to
the costs and rates in effect as of January 1 of the year of election.

¢ Moved from 61.48
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§ Y.207 initialization rules for price cap local exchange carriers

No later than [date], local exchange carviers subject to price cap regulations shall
establish new price cap baskets for Tranaport, Switching, Public Policy and Other.
Local exchange catviers shall also establish market area categories pursuant to
Y.202(b). In the submissions, price cap companies shall provide a mapping of
existing rate elements subject to price cap regulation into the appropriate baskets
and market area categories. Base period demand for these elements shall be
recast into such baskets and market area categories in accordance with the

proposed mapping.
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Subpart D - Non-Price Cap Rules

§ Y.301 Scope

The rules contained In this subpart are applicable to non-price cap local exchange
carriers.

§ Y.302 Access categories

(a) Each local exchange carrier that is not subject to price cap regulation shall
establish access categories as follows:

(1) A Transport access category which inciudes all rate elements for
services refated to the tranamission of telecommunications signais
between local exchange camvier locations, or between such locations
and customer premises. Funcions for which charges in this access
category may be asssssedinciude all interoffice traneport, regardiess
of whether the transport facllily ls assoclated with a swilkching
function; all faclities provided under interstate access tariffs between
the local serving office and a customer's premises; and any features
associated with transport such as line conditioning. For price
management purposes, the Transport access category shall include
the interconnection Charge element described in § Z.108. No other
public policy elements shall be included in the Transport access

category.

(2) A Swikching access category which includes all rate elements for
services related to the processing of telecommunications signals at
local exchange carmier locations, except for public policy elements.
Functions for which charges in this access category may be
asseseed include swilthing, data base functions, signalling functions,
measurement functions, operator and directory assistance functions,
and other appropriate features and functions.

(3) A Public Policy access category which includes the following
elements mandated by the Commission for the purpose of promoting
public policy objectives as set forth in Part 2:

() End User Common Line charges
(§)  Special Access Surcharges
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(W) Carrier Common Line charge

(4) An Other access category which includes rate elements for access
services that are not contained in the Transport or Swilching access
categories and are not public policy elements.

(b) As specified In Subpart E of this Part, investment and expense shall be
assigned to the Transport, Swiiching, Public Policy, and Other access
categories for the purpose of developing an annual revenue requirement.

(c) Local exchange camiers may infroduce rate elements for access services
as appropriate.

§ Y.303 Services exciuded from revenue requirement caiculations

Local exchange camiers shall exclude from each access category revenue

requirement such services or porions of such services as the Commission has

designated or may hereafter designate by order, including but not imited to:
(a) Special Construction Services;
(b) Individual Case Basis Charges;
(c) Services offered in CMAs;

(d) Contract-based tariffs.

§ Y.304 Market area categories
Non-price cap local exchange camriers which have adopted Optional Incentive
Regulation (OIR) in accordance with § 61.41 shall establish market area categories
as follows:
(a) Inthe Transport access category:
(1) IMA market area categories will be established as follows:

()] Digital Market Area Category IMA(N) - contains rate
clements in the transport access category associated
with digital transport services from all IMA(N)s where
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